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CHAIRMAN MOSBACHER: Good morning. The 87th
meeting of the National Petroleum Council will please come
to order. .

We have an excellent turnout, I'm very gratified
to see, as usual. And we would like to dispense with the
calling of the roll. We hope that each member has checked
in outside béfdre the meeting in lieu of a roll call.

If you have not checked in, please do so
immediately foliowing édjournment.

T would like now to introduce the people at the
head table. To my far left is Bill Douce, Chairman of the
Committee on Strategic Petroleum Reserves. Next to Bill
is the Honorable William Vaughan, Assistant Secretary,
Fossil Energy.

On the far right is Marshall Nichols, our
excellent Executive Director of the Council. And he didn'fy
write that part.

Next is Ted Burtis, Chairman of the Committee on
Petroleum Inventories and Storage Capacity. Next to Ted
is Ralph Bailey, Vice Chairman of the Council, and Chair-
man‘of the Committee on Enhanced 0il Recovery.

On‘my far right -- I mean on my immediate right

is a gentleman familiar to all of us, respected by all of
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us, I'm sure, as the most knowledgeable and articulate
Secretarv of Energy.

 We a?e delighted to have the Honorable Donald
Paul Hodel. And we appreciate your being here with us at
your busy time.

Thank vyou.

SECRETARY HODEL: Thank you, Bob.

(Applause.)

SECRETARY HODEL: In case you're wondering why
I first started there and then came over here, we had a
discussion about where I was supposed to stand this
morning, and I'm told that somebody had taken the trouble
to set up the microphone so they could tape my reﬁarks.

And rather than cause them the problem of trying to retape
over there, I've come over here. So, in case .you wonder
why all this riamarole, a very formal process.

I very much appreciate the opportunity to bhe
with you today. First of all, I wanted to express my
thanks to many of you with whom I have had conversations
or meetings during the course of this intervening year
since I think I last talked to this groué, because I really
sense'a‘community of interest as we approach the problems
that confront this industry. And i welcome the opportuni-
ty to come and be with you this morﬂing.

and what I thought I would do is kind of bring
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you up-to~date on what I have beén saying_ébout a number of
things. Some of you will hqve heard this.and it will bhe
familiar, not all of it. I hope it's a iittle different.
The numbers are the same, I hope.

‘But some things do beax repeating, also. As
somebédy said to me not long ago, -- he said, Qee, I'm
glad vyou decided you were going to use the strategic
petroleum reserve early,and finally made that announcement,
in the event of some kind of disruption.

I said, I have been saying that for the last ten
months.

And he got this kind of blank on his face.‘ And
he said, well, some things bear repeating.

(Laughter.)

SECRETARY HODEL: It may be partly a fungtion of-
my style, which, as you know, is, I try to keep a low
profile. And some people have asked me why do you try ﬁo,
keep such a low profile. And my answer is, if you'd spent
twenty-one months as the Under Secretary of Interior to
Jhn"Watts, vou'd want a low profile, too.

(Laughter.)

SECRETARY HODEL: In some ways =- in some ways,
ﬁhat I'm‘going to say today, éome ot the things I talk
about today, are really preaching to the choir. And I

sometimes get told that. Gee, Hodel, you're just preaching
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to the choir.

But, vou know, I was reminded tﬁat sometimes if
you don't preach to the choir; the choir doesn't sing.
and so I think it's just as important for us to talk to
ourselves once in a while and reach accord on what we
think the issues are and what_we think needs to be done.

And we don't always agree on everything, I've
noticed, And, as I result, I think it's a very worthwhile
undertaking.

I first would likejto start off by introducing
the sixteen new members of the National Petroleum Council.
And four people have been unable to attend. But the
balance are here, out of the sixteen.

First is Fred Ackman, who is Chairman of the
Board, President and CEO of Superior 0il Company. rHe's
been wiﬁh Superior since 1981, and was formerly Executive

Vice President of Exxon. Fred Ackman, are you here?

Fred.

Dr. John Baden, who's the Director of Political-
Economy Research Center, has faught at Montana State
University, and has written extensively on environmental,

natural resources, and land management issues., Here we

are, Baden.
MR, BADEN: Baden.

SECRETARY HODEL: Baden. Let's get -- as in

NEAL R. GROSS
COURT REPORJERS AND TRANSCRIBERS

1322 RHODE ISLAND AVENUE, N.W.

Pk o svh bER b oem et & = = e




10
1
12
13
14
15
16

17
18
19
20
21

22

24

25

Baden-Baden.

MR. BADEN: Right.

SECRETARY HODEL: John, sorry; John and T have
correspondeq. But, as you can tell, we've not talked a
1o£. |

(Laughter.)

SECRETARY HODEL: J. B. Coffman, who's President
and CEO of Aminoil 0il, Inc., succeeds George Trimble, who
was a former NfC member .

Here we ére.

Mark Copeland, of Copeland, Landye, Bennett, and
Wolf. He's a membér of the Alaska Support Industry
Alliance, and his firm represents several Alaskan native
corporations. Mark.

Thomas H. Cruikshank, President and CEQ of
Haliburtbn Company, recently éuccessed former NPC member
dﬁhn P. Harbin as President of Halliburton.:

Ron Erickson, Chairman, Executive Committee of
Erickson Petroleum Corporation, is a past president of the
Independent Refiners Association of America. I hesitated
for just a moment because I -- I think you came into the
room a iittle late, and I wasn't sure you were here yet,
Ron.

Mrs. Terry Hoffman, Commissioner, Minnesota
Public Utilities Coﬁmission. Mrs. Hoffman has served in
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Severgl posts‘in Minnesota State Governmenf, including the
Pollution Control Agency and the Depértmeﬁt of Transporta-
tion.

Jon Rex Jones. ©Oh, good, John. I didn't know

whether you were here yet. He's President of the Inde-

pendent Petroleum Association of America. And the

Association represents some fifteen thousand independent
oil and gas producers.

Frank McPherson, Chairman and CEO of Kerr-McGee
Corporation, succeeding retiring member, Mr. McGee.

Not ﬁresent is Joseph Misbrener, President, 0il,
Chéﬁical, and Atomic Workers International Union, who
replaces Robert Goss, the retiring President of the union.

Nexf, Robert L. Monaghan, President of Cal-Mon
0il Company, founded the Cal-Mon 0il Company in 1956 and
has served as its president since that time. Over here.

Next, not attending today, Richard Morrow,
Chairman of the Board, Standard 0il of Indiana, succeeding
John Swearingen.

Not present .is. William.B. Packer, Chairman of
the Board of Seaview Petroleum Company.

Not present is William A. Stevenson, President
of ImperiallResources, Inc., engaged in independent oil
and gas exploration.

Present is C. R. Palmer, Chairman of the Board
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-and Presidnet of Rowan Companies, Inc., a past president

of tﬁe International Association of Drilling Contractors.

And.John P. Thompson, Chairman of the Board and
Chief Executive Qfficer Qf the Southland Corporation,
representing onerof the largest marketers in Fhe cﬁuntry{

I think it's appropriaﬁe for us to welcome these
new members. I certainly appreciate their willingness to
serve in this august body. And I think it would be
appropriaté for us to applaud.

| (Applause.)

SECRETARY HODEL; I regret that I wasn't with -
you last night at the reception, because I understand that
you presented John Bookout with a watch or a large clock.
And I'm told.that in view of his success at attemptiﬁq to
put it goether,-the_quails don't need to be too worried
forlawhile.

So, 1I'll -- for those of fou who weren't here
last night, I'm told that the clock turngd out to be a
shotgun. And John had a little trouble putting it
together. |

Let me talk about a few issues, just some of the
thingé I've been talking about as I travel‘around the
country and speak to various groups about energy'issues.

First of all, you've been following the Persian

Gulf. Certainly we have. We need to he concerned. But
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the message I keep trying to get out is that this nation is
not as depéndent as it was in 1973, certaiﬁly, and even as
in 1979. Our oil consgmptionrié down about tén percent
since 1980. Our imports are down about a third. Our.
suppliers are no longer as heavily from the Persian Gulf
area. About three percent of_our oil's been coming

through the Strait, as distinguished from higher percent-
ages earlier.

And the strategic petrélgum reserve, in the last
day or so, topped four hundred and eight million barrels,
nearly four times what it was when the Président took
office.

So .there have been some improvements. And I
keep saying what we neéd to be is -- we can approach the
future with increasing confidence. We cannot afford to
be compiacement, because the events that are taking place
there certainly could rock the world oil scene.

I appreciate the enthusiasm ;ith which you have
approached the request for a study of the strategic
petroleum reserve distribution. I am informed that the
industry participation has been oufstanding both in
‘resources and quality of the effort that you put forth.

That is a very important study. It will bhe an
ongoing problem.

You would also be interested, I think, to know

NEAL R. GROSS

COURT REPORTERS AND TRAMNSCRIBERS
1323 RHODE ISLAND AYENUE, NW,

T




10
1
12
13
14
15
16
17
18
19

20

21

22

23

24

25

11
that the report, the minimum operating levels-report,
which you presented at the last meeting, thch I attended,
has come in very handy as we have been dealing in the
international arena. It has helped us make the point
about what minimum Qperating levels ouaght to be in other
countries as well. And I'm told that the addption of the
definitions and your methdology either is the case oOr is
likely to be the case among other countries in the inter-
national energy arena.

I think that's extremely important and will help
us get a further handle on just how well prepared we are
in case there's some kind of disruption.

The.point I keep making is tha£ while the United
States is better off than we were, the fact is we've got
a}lies who, incidentélly, are also better off than they
were, but are still extremely dependent upon oil which
comes out of the Gulf. I suggest to people that the .
world oil market is a little bit like ; giant swimming
pool, and the United States may be at that part of it
which is a long Qay away from the drain, but if somebody
pulls the plug, the level is going down for all of us,
and we need to be continuingly concerned about what
happens over there.

I've requested aﬁd I look forward to the same

enthusiasm that you've shown in these prior studies as
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you undertake a study of the deomestic refinery trends,
1985- o 1990. I think that that informaﬁion would prove
extremely helpful in forecasting product-supply capability
and distribution.

Now, in October éf '83, we submitted.to the
Coﬁgréss a national energy policy plan. And everywheré I
go -- and some of you have heard this. I look around the
room, some of you will have heard this several times. But
I'm going to séy it again anyway.

We submitted to Congress a national energy
policy plan, which has proven to be a very.useful working
document for this Department. 2And the reason it's a
useful working document is that it sets forth a goal and
some strategies for achieving that goal, and the pfograms
then.f%ow from‘the goal and the strategy.

The goal is very simple, very simple, straight
forward. - An adequate supply at reason costs is what we'rg
seeking to achieve. You can define adequate in short-
term, long-term, it can be in emergency, in normal times,
and the like. You can define reasonable costs to mean
different things to different consumers.

Industries need to be -able to buj fuel they
need and remain competitive, and remain competitive in the
international market.

Household consumers need to be able to buy the
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energy they need without having drasticallf fo change their
life'styles in order to acquire the energf they require.

So, an adequate supply at reasénable costs. And
the reason I lean on that as hard as I do is that
economists, particularly, but sophisticated people, I think
feel it should have been a little more erudite than that.

Butrit's worked because I think it's right.

I think it's what our predecessors ulfimately were seeking
to achieve with aﬁ energy policy; It's what other nations
in this world are éeeking to .achieve.

Our strategies differ markedly,-however, from our
predecessors and from many othér countries in the world.
First of all, our first strategy is, we seek to minimize
the Federal intervention and confrol in the marketplace,
recogniéing health, safety, and environmental responsibili-
ties will remain with the Government. We seek to minimize
that intervention and control. | | |

We think that we can show and document that the
Government intervention in the marketplaEe has been one of
the major causes of dislocations of markets iﬁ past
shortages. That is not an easy Jjob to maintain that
positién. And there are people who are geared up today and
who are working hard to try to force on us standby
allocation and price control adthorifies sb that in the

instant that there's a problem the Government can dive in,
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in their view, to solvé the probleﬁ, in ou£ view, to
complicate it beyond correction. |

We need continued effort to méke the poin£ the
only good allocator of supplies‘in a shortage is the price
mechanism. -

Now, we think itfs ironic that with the situation
that's going on in the Gulf today that we are facing
efforts within this country to curtail cur ability to be
responsive to the enerqgy requireﬁents of this countries.
OCS and natural gaé are two good examples. On the outer
continental shelf of the United States, today, we have
leased only twenty million acres in the last —-- well,
since 1953, over the twenty vears.

| Congress, in the last three years, has placed
over fifty-two million acres in moratoria. So, two and
a half times as much acreage has been forbidden to
exploration as has been leaséd. And now there are efforts
to add more.

I think it's incredible wheﬁ you realize the the
forecasts indicate that perhaps as much as eighty—fivé
percent of the o0il to be found in the United States will
come from Federal lands, apq sixty-six percént of that
may come from thé outer continental shelf. At the very
time we're trying to improve our energy nondependence as

a nation, the Congress of the United States seems heckbent
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on closing the opportunities on the outer éontinentai
shelf.

Natural gas is a similar story. We think thét
Qhat happened on the decontrol of the price of oil ought to
be_instructive. Bﬁt some thingé bear repeatihg; We |
decontrolled the price of oil amidst predictions that the
price of o0il would rise to two dollars a gallon at the gas
pumps by December.

Now,‘the same people are telling us -- and, of
course, it didn't éuite go there. And I know some in this
room. are regretful of that. But the fact is, our economy,
6ur national security, and man? people in the world have
benefitted from that reduced price.

We £hink it's intriguing that the same.people who
made thqse predictions about increased gasoline prices are
now telling us that if we were to decontrol the price of
nétural gas we'd have the-saﬁe problem; and, instead of
that, are now proposiné, through what is called the
Sharpe bill, a rollback and price freéze, which, in my
estimation, is one of the worst anticonsumer and anti~
elderly proposals that the Congress has had before it.

The effect of that, in our estimation, will be
to increase the price of natural gas, to decrease the
supply, the increase our imports froﬁ Canada, andlto
increase our imports of oil to displace natural gas becauss
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of the price.

I'm not alone in that view. Organizations who
deal with consumers and deal wi£h the elaerly have also
added their weight in oppostion.to that bill. But there
is_a gfeat concern -- ‘and some of you and I have had
conversations about this -- a gareat concern that that bill,
that I've just described, will suddenly begin moving in the
House of Representatives, and it will be a very severe
problem for us to try.to head it off.

That's our first strategy. We'd like to mini-
mize, not increase, the Federalrintervention and control
in that marketplace.

Our second strategy is that we want a balanced
and mixed.energy supply. It's hard to keep a conservation
ethic alive when people believe that we have a glut of oil,
and of natural gas, and of coal, and'of electricity based
oﬁ those. And that's where}ﬁahy people believe we are
today.

I keep trying to tell people that energy is like
a pipeline. Energy is not an event. You don't solve the
energy problem once and for all. Like the kid who came
in to his father. He said, Dad, yoﬁ've always told me that]
a job well céne need never be done again.

The father said, that's-right, son.

And the son said, well, then I never have to cut
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the lawn again.

Some things are a continuum. And energy is a
pfocess. It's like a pipeline. And right now we've got a
lot coming out of the mouth, we appear to be in pretty good
shape, and the potentiél is enormous. But there are things
happening in that pipeline which jeopardize the reliability
and the availability of thét supply. And you're aware of
that, and I am. And we need to remain vigilant to-keep
that up.

And in this process, I'm trying to sell Americans
on the idea we must continue to move in the direction,
keep the momentum for conservation - and renewagle resou¥ceés.
We're making progress in solar and wind. We're trying to
do something about nuclear licensing reform. We need coal,
both at home and abroad. I sometimes say we're the Saudi
Arabia 6f c¢oal. .

But we seem determined, as a nation, to find
ways to curtail the use of tﬁat resource also. And that's
not desirable. We need to find ways to make it possible.

I'm struggling as -- with the Administration to
try to find a way to revive life in the Synthetic-Fuels
Corporation. I was quoted in the paper of saying it was
deader than a door nail. I don't like the sound of that,

so I've recently used the words "it is moribund." I kind

of liked it. But —-
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And until we do something aboutlédding people to
that Board of Directors, the Synthetic Fuéis Corporation
cannot act. And it is our desire -- I don't know what you
mav have read or what your belief may be. Let me assert
today, it is our objective to restore life to the Synthetic
Eﬁels Corporation. 1In order to do that, we think it's
necessary to reduce the amﬁunt of dollars available to the
Synthetic Fuels Corporation in order to get sufficient
support in Congress to carry forward with a somewhat
reduced brogram, and see that the two contracts that Syn
Fuels has executed and the Great Plains Coal Gasification
Project, which is imminently ready to go into production,
At least get én opportunity to operate.

There would then be, under our proposal,
additional monies which the Board of Directors could
evaluate other projects and allocate that money if they
foﬁnd those that they thought were appropriate. |

It's not clear whether Congress will act in that
fashion. We are, in the meantime, moving ahead aggressive-
ly to try to find nominees for the position and work them
through the nominating process and be able to send those
names to the Hill. '

.Finally; I've been saying a.ldt of things about
technology in recent times. T think the last time I was

here I mentioned to you that one day I was sitting in my
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conference room, and I lot of the scientific types from the
Deparfment of Energy there. And I musingi& gsaid, -- not
amusingly, I thought -- but musingly, thoughtfully, very
thoughtfully said, you know, I quess I feally believe that
in my lifetime there'll be a breaﬁthrouqh of some kind,
science, technology, which will change the way energy is
produced, or consumed, or priced, that we just now can't
even conceive off

And these are pretty smart people. And it turned

out that what I had said was amusing to them. And, so, I

kind of -—- you know, I got to thinking about that. And I

{l realized .we have ‘a tendency to think everything we know

today is about all we're ever going to know. Human
arrogance says, we've gone about as far as can go, like
the song in "Oklahoma" from Kansas City.

Buf the fact is I think it takes a greater leap
of faith to believe that science and techno;ogy has come
to its peak right now in our lifetime and that there are
no great gains still to be made out there, a greater leap
of faith to believe that then to believe that somewhere,
somebody, today, in his backyard, or his garage, or in a
national,laboratory,-or in a laboratory some place, is
working on something or some groué of things that whenlthey
finally mesh will cﬁange the way in which we use of view

energy.
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And it seems to me that's one ofnthe reasons this
Dgpartment has got to continue its emphasis on a whole
array of research activities fhfough all of the resources
that are available to this country.

The Lord hés blessed this nation with resources
beyond compare. And.we need to find wavs to make them
available and useable, cleanly, satisfactorily, and at
prices that people can afford,

I sometimes say, what I see us trying to do is
what I think this nation has done in the past. The West
was opened by exploration. Many of the exploratory
expeditions were-Federal, they were‘Government going ouﬁ
to-find out what was out there. That was a different era. .
We wanted to know what we had. Whereas, now, for soﬁe |
reason, we don't want to know., But, in that era, we wanted
to know what this nation copsisted of, whatlwere the
resources.

But when the Government found.the vast resources
of the West, we didn't create a Federal railroad corpora-
tion to put railroads across the country. And we didn't
create a Federal farming corpeoration or communes to farm
the West. We created a Homestead Act. We created
incentives. You know, we ~- under the Honestead Act, we
offered peoplé free .-—- quote, free, unquote land, if they

would simply go devote themselves for three years to the

NEAL R. GROSS -
COQURT REPORTERS AND TRAMNSCRIBERS
1323 RHODE ISLAND AVENUE, N.W.
PN Mwm e 4 AW WASHINGTON DC 200058




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

- 21

incredibly difficult task of making that 1and bloom and
grow Crops. And many did it. Some failed} many mdre
succeeded. But the West was opéned and agriculture
developed.

And I like to think that what we're d&ing by
investing our money in research across the board is thét
we are.attempting to push that energy frontier, expand it
in such a ways that we can identify opportunities. And
then we've got to excite the energy, and the imagination,
and the inventiveness, and the innovation of our citizens
to go forth and homestead that energy frontier.

It is a great opportunity for us to do. And I
think,-under ﬁhe view that the President has taken of
an optimistic, a hopeful future, instead of the view that
was so prevalent in the '70's that we were going to have tdg
learn té live with less, this was a declining situation,
the energy potential was limited, restricted, the world's
future was grim, we have, I think, turééd the nation. The
nation has turned itself, And the President certainly is
a strong proponent of the view that we have a hopeful
fuﬁure.

Apd as I 106k at_energy, I feel exactly the
same way. The potential out there is enormous. In fact,
I think one of the problems we have in this counﬁfy is we

think we have so many options that we think we have the
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privilegé and fhe luxury of shutting off résources that
any other country of the world would despéfately be trying
to recover because of their usefulness in the system. We
think_we have the luxury of being able to try to turn them
off.. |

If we're successful in our effofts, we can have a
tremendous impact not only‘on what is going on in this
country, but in the whole world. There are nations today,
many of them, whose'population are facing declining
standards of'living.

My personel view is that the availability of
energy at prices they can afford to pay is a crucial
componént of that declining standard of living.

If we are successful here, we can alsc make great
contfibutions to those people. And I think that is a
significant human cause that we should undertake.

So, as I loock out, I say we're bétﬁer off.than
we've been. We've got enormous challenges in the future.
And I want to thank all 6f you for being here todaf and
for being members of this National Petroleum Council,
which has made significant contributions to the ability of
this country to continue the kind of work that we're doing.
And i think we're going to be successful.

Thank you very much.

(Applause.)
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SECRETARY HODEL: I think I'm suppoéed to stay

here to try to respond to guestions.

Bob, you'll tell me when I should stop taking
guestions?

CHATRMAN MOSBACHER: I won't say when the
guestions are over, sir.

Are there any meﬁbers who would like to ask the
Secretary any guestions?

(No response.)

SECRETARY HODEL: That ig super. This is the
kind of audiende I really like.

I just want to say. in case you get_any com-
plaints about the Department of Enerqgy, and the size of
our budget, and so forth, -- some of you have heard me
say this -- I want to give you some ammunition to defend
me with; You just tell them, you be thankful vou're not
getting all the Governmeht you pay for.

(Applause.)

CHAIRMAN MOSBACHER: Well, Mr. Secretary, thank
you for those very cogent remarks. Thank you for
participating with us, for being sueh-a viable and
important part of the process. And, as you know, we not
only appreciate working on these projects, about which
you will hear in a moment, but we appreciate the opportun-—
ity to serve you and, through you, our nation.
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SECRETARY HODEL: Thank you, Bob;

CHAIRMAN MOSBACHER: We now ﬁavé, Mr. Secretary,
in accordance with your requeét, completéd two studies.
And we now have under consideration draft reports. These
are called draft reports until they are approved, which we
hope énd suspect they may be today, and at which time £hey
will be forwarded to you as reports of the National
Petroleum Council.

The ﬁwo reports, as you well know, are the
Enhanced 0il Recovery study and the study on Petroleum
Inventories and Storage Capacity.

Mr. Ralph Bailev has ably chaired the Committee
on Enhanced 0il Recovery, and we now would appreciate—
hearing your report. Ralph.

VICE CHAIRMAN BAILEY: Well, I'm more pleased
than I can tell you to be here this morning to present the

results of the EOR study that was conducted under the

guidance of the committee that was appointed.

This study was conducted in_responSe to the
Secretary's request that the NPC update its 1976 report on
Enhancéd 0il Recovery.

A proposed final report was approﬁed by the
committee on May 18th, and ﬁailed to YOU on May 30th for
your review. The purpose of the study was not only to

evaluate domestic enhanced oil recovery, based on present
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conditions, but also to project additional oil which might]
be recovered due to advances in technologf and improved
economicg.

I should poiﬁt out, fqr some of the members in
the audience, that primar§ recoverj'methéds rely on
natural reservoir energy to drive the oil through reser-
voir rock and to the production wells.

Conventional secondary recovery methods intro-
duce additional energy by injecting water or gas to
assist in the producing the oil. Historically, water
flooding has been a very successful secondary reco#ery
method. However, enhanced oil recovery, as defined in
our study, is oil recovered by using processes other than
gas injectioﬁs or wafer flooding.

The three geheral methods of enhanced oil

recovery covered in the report are chemical, miscible,

. and thermal.

There is a large target for these enhanced oil
recovery methods. Of the four hundred and eighty-one
billion barrels of U.S. crude oil discovered to date,
twenty-seven percent has been produced. Approximately
twenty-eight billion barrels more, or six percent, will
be produced under existing technology and economics.
Now, this then leaves three hundred-and twenty—thfee

billion barrels, or sixty-seven percent, as a target for
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énhanced 0il recovery.

Application of EOR is presently'underway,-al—
though its confribution to daily U.S. production is small.
U.S. production in lQBé was about 8.6 million barrels per
day, of which only six percent was produced by EOR methods.

Since the 1976 study, numerous chahges have
occurred and are identified in Chapter Two of the present
study. One of the most dramatic changes Was an inflation
adjusted one hundred percent rise in oil prices.

To increase U.S. production, thé Federal
Government instituted a tertiary recovery incentive
program from 1979 to 1981, when it was termingted. The
cost recoupmeht provision of this programrwas a definite
stimulus to enhanced o0il recovery.

Other changes were decontrol of crude oil prices
in 1981, with the:. concurrent institutiop of therwindfull
profits tax, and, finally, the péssage of stricter air
emission and other environmental contrgls that impacted
tertiary recovery‘costs;

Although oil prices peaked in 1981, and have
since declined, these higher prices séurred continued,
evolutionary improvements in EOR technologf.

Chemical technology showed a élow but steady
improvement. Miscible technology became much more proven

due to the start up of pilot tests and the beginning of
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several full field projects. The thermal érocesses—
benefitted from application of hydraulic ffacturing tech-
niques and imp?oved steam genération equipment.

And, finally, much progress waé made in the.tech—
nology for determininé reservoir parameters, monitoring‘
ECR pfojects, and predicting project results.

Early in the course of our study, the coordinat-
ing subcommittee identified these key study components.
First, it was necessarv to develop and verify a representa-
tive data base of reservoirs in the United States. Second,
screening c¢riteria had to be defined in order to determine
which reservoirs might be amenaﬁle to each process. And,
next, process models to estimate potential producing rates
and economids for each reservoir had to be developed and
calibrated. And this, of course, required the derivation
of realistic cost and economic parameters.

Procedures then had to be develop to combine
additional reservoir results in order to make overall
projections of recovery and producing rates.

Finally, it was necessary to_comhine all find-
ings into a comprehensive report.

Developing the data base proved to be a formid-
ible task in itself. We gubjected data from the Depart-
ment of Energy, the University of Oklahoma, and other

sources to rigorous industry review and enhancement,
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resulting in a data base of over twenty-fiée hundred
reservoirs containing three hundred and tﬁirty-five billién
barrels of 0il originally in blace. Thié represents over
seventy pércent of the 1980 API estiméte of four hundred
and sixty billion barrels of discovered oil in the U.S._.

This slide shows the geographiéal distribution
of the DOE-NPC data base reservoirs. The yellow peaks
represent the NPC dataibase; while the green represents the
1980 API oil in place reserves in the same areas.

This yery large data base compilation provided
an excellent ﬁoundation from which to make EOR projections.

We-also discovered, through a reservoir size
distribution study, that by eliminating reservoifs con-
taining less than fifty million barrels of oil originally
in place, we could eliminate sixty-five percent of the ’
reservoirs to be studies, but only lose eight percent of
the oil originally in place. Therefore, it was decided to
examine in detail only those reservoirs larger than fifty
million barrels. The smaller reservoirs may, however, be
desirable targets for EOR application, especially by
smaller operators.

'The‘resulting eight hundred anq eighty-nine
reservoirs contain about three hundred and nine billion

barrels, or sixty-seven percent, of the oil reported in

the 1980 API estimate.
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Since technology is obviously such e major factor
in enhanced 0il recovery, we defined two besic technology
cases. One wae an implementea.technology case, which
includes recover using technology currently implemented in
the field. ‘A seeond, the ad%anCeﬁ technology'case, in-
cludes.recovery not only from currently implemented tech-
nology, but also from technology improvements that appear
feasible over the thirty-vear time frame of the study.

These cases were exaﬁined for constant crude oil
sales prices varying from twenty dollars to fifty dollars
per barrel, and three minimum discounted cash flow rates
of return of zero, ten, and twenty percent.

These were the principal steps in the study.

I've already discussed how the data base was
developed. And using the appropriate physical screening
criterie, each reservoir was then assigned to any processes
which-appeared feasible.,

Process economiclmodels predicted performance
and calculated economics. Reservoirs were then assigned
to that process which was economic and recoveraed the most
oil. Results were combined by calendar year in the pro-
jections of rate and eltimate recovery for the various
technologf cases, prices, and the rates of return that I'vs

already outlined.

And, finally, results were analyzed, reviewed,
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and, where necessary, redetermined.

Before presenting the numericalrresults of the
study, I would like to mention the fact that the 1984
study addresses environmental concerns to a greater degree
than was done in 1976. Factors considered are land areas
required for EOR projects and their extended use in time,
possible problems with air'emissions, water supply and
pollution, toxic chemicals, solid waste, and heat and
sound emissions,

The study conclusion is that all of these can be
satisfaétorily addressed with present industry practice
under existing environmental regulations.

Having shown you the background and the steps of
the study, I would now like to present the results. 1In
considering these, please remember that they are projec-
tions and not forecasts. They show what could happen under
the specified technological and economic assumptions. |
Quantitative results of the study are expressed in terms
of ultimate recovery and projected prdducing rates.

This slide shows the ultimate recovery from each
of the main processes for both implemented and advanced
technology cases, at nominal crude oil pricés from.twenty
to fifty dollars per barrei. And these are calculatea
using constant 1983 dollars, and economics are based on a

ten percent minimum rate of return.
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Total recovery varies from about'séven Billion'
barrels, for the twenty dollars per barrei implemented case
technology case, up to‘thirtf;féur billibn, for the fifty
dollar advanced case.

And you can see that the preseﬁt crude price
recovery ffom the application of chemical processes is much
less than that of miscible and thermal.

The role of advanced technology is very evident.
It almost doubles expected recovery at each price level.

The chémical processes benefit very significant-
ly from. advanced technology.

At thirty dollars per barrel, the producing rate
under impiemeﬁted technology is projected to rise to about.
1.2 million barrels per day between 1995 and 2000. The
total producing rate could exceed one million barrels per
day for-almost twenty years.

Aé you can see, rates for the major processes
show quite different patterns. The thé;mal process rate
peaks and declines much sooner than miscible and chemical.

The chemical process shows a very slow rate
build up, and, in fact, does not peak within the study
period, which ends in 2013, -
The corfesponding advanced technologf case could

have a peak rate of over two million barrels per day.

Now, much of this Qain would be due to the chemical
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processes, although there are also increases in the misciblq
and thermgl processes.

As expected, producing rates are very sensitive
to assumed crude oil prices. The implemented teéhnology
case rate could rise to 1.8 million barrels per day, at-
fifty dollars per barrel. On the other hand, if the price
dropped to twenty dollars éer barrel, new projects would
not be started, and the rate would rise to only slightly
above its present six hundred thousand barrels per day.

For advanced technology, the rate at }ifty
dollars.per barrei could rise to 2.8 million barrels per
day, as shown here.

This slide illustrates thé potential which could
be gained through improvements in technology. The
advanced technology peak rate is over two million barrels
per day, compared to 1.2 million for the implemented tech-
hology case. And please note that both of theée are bésed
on a crude oil price of thirty dollars per barrel and a
ten percent minimum rate of return.

We gave a great deal of thought to defining the
certainty or perhaps the uncertainty of study results. In
the report, we express uncertainty as a ranée around the
implemented technology case and in terms of four major
factors, price, technology, success assumption, and

extrapolation.
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The range of uncertainty due to ﬁrice is.defined
by the recovery at price levels of twenty—dollars and fifty
dollars per ba?rel. Similarly, the effect of technology is
based on the difference between the_implemented and
advanced technology cases. .

Possible overstatement of results due to the fact
that all projects were considered successful is estimated
by ﬁsing the twenty percent minimum rate of return cutoff,
which is indicated by the bottom of the success assumption
bar.

Finally, the possible error due to not extrapo-
lating EOR application to the entire-U.S. oil in place
base is evaluated and quantified. Shown here are results
for the chemical methods, which has an implemented tech-
nology case recovery of two and a half million barrels,
which ié the heavy horizontal line.

Ané, as jou can see, the'technology is the main
uncertainty factor, reflecting the fact that this is a
relatively immature method. But it also shows the
tremendous botential) which might be achieved for this
process from advance technology.

Priée and the success assumption have signifi-
cant down-side uncertainty.

For miscible.flooding, technologv has little

effect, with the main uncertainty being due to price.
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" With thermal recovery; technology is again thg
major uncertainty, although it is not as éignificant as in
the chemical méthbds. |

These summary results are expanded upon in the
report and are accompanied by results for each process,
the réte of return, and technology case,

The stﬁdy participants also examined the contri-
pution of EOR potential relative to other energy sources.
In 1983, the Départment of Energy made this projection of
U.S. energy consumption according to source; And it shows
that petroleum liquids are expected to fulfill a signifi-
cant part of total U.S. energy requirements through the
year 2610.

Looking at only petroleum liquids, our EOR
projections are seen to be significant, but certainly not
a complete solution to our petroleum liguid needs. The
potential rates from EOR, at our current economic condi-
tions, and the two technology cases, are shown here.

The maximum rate is about fourteen percent of
the 1982 petroleum liquids consumption, or twenty-four
percent of the current U.S. domestic crude oil production
of about 8.6 million barrels per day.

The reports lists several results which have
Government policy implications. Application of enhanced

0il recovery should have little negative environmental
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impact due to expansion and extended duration of land use.
Potential pollﬁtiOn problems are minimal and can certainly
be controlled under present régﬁlations.

On the other hand, there are significant social
benefits fromlenhanced-oil recovery. It will-result in
less future dependence on imported oil. It has signficant
industrial benefits, both for oil producers and related
industry. And it will help to extend the transition time
required to imﬁlement_alternate energy sources. And it
will also provide added Government revenues,

It is imperative that Federal and Sﬁate Govern-
ments strive for stable, uniform tax poligies to reduce
thé perceived risk of EOR projects, if enhanced recovery
is to contribute on the scale that is projected in this

* :
study. The Governments, we feel, should c¢onsider reducing
the sevérance tax and royalty.on marginal properties to
extend field life and encourage implementation of EOR
projects.

Further, the Federal Government should continue
to support the present tax credits for research and
development, which are due to expire in 1985,

The overall conclusions of the study are, that
EOR could significantly increase domestic crude oil supply|
A forty percent increase in current recoverable réserves

could be achieved using presently available EOR technology.
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The technical uncertainties vary widely among EOR processes
with chemical being the most uncertain.
EOR ultimate recovery and projected producing

rates are highly sensitive to crude o0il price, as shown by

the various figures that you have seen.

And, finally, EOR will meet only a fraction of -
the nation's expected demand. It is certainly not a
complete scolution to our energy problems.

Now,‘although*not a part of the report, we made
a comparison betweén thg 1984 and the 1976 ‘study results.
This slide presents a comparison of EOR from the 1976
étudy with that of the 1984 implemented and advanced tech-
nology cases, usiné equivalent oil prices and rates of
return. The 1976 study assumed some advénce.technology;
although not the degree in the 1984 advanced technology
case.

And YOu can sée that the total recovery predicted
in 1976 falls between our implemented and advanced tech-
nology recoveries, lying much closer to the implemented
techndlogy case.

The distribution of recoveries among the three
ﬁethods is signficant. Recovery from the miscible process
remains about the same. Howevef, éomparedlto 1976, the
chemical processes are seen to be much more sensitive to

technology, and, in fact, can increase significantly under
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advanced technology.

Projected recovery for the therﬁél method is
greater, both for the imﬁlemented and advahced technology
cases.

The 1976 predicted rate for total.EOR peaks much
earlier and lies between that of the 1984 advanced and
implemented technology casés. And vou will note that the
1976 projections exténded only to the year 2000, which was
the end date of that study.

The 1976 report projected that chemical projects
would come on stream much earlier than now estimated.
Although the advanced technology case chemical recovery is
estimated to be more than the 1976 study, it is not
expected to contribute substantially until after the vyear
2000.

The 1976 miscible rate projection anticipated a
significant increase after 1995. And we now believe there
will be a much more gradual increase. However, this rate
will be sustained past the decline that's shown in the
1976 study. |

The 1984 rate projections for the thermal method
are significantly higher than those show in 1976 . and
extend much further in time.,

Overall, ﬁhe 1984 results are similar in total

recovery to those in 1976, but the distribution among the
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processes of this recovery is significantly different, as
are the producing rate projections for eaéh process. These
coﬁparisons are ce;taipl& not.meant to be é reflection on
the quality of the 1976 study. It was an excellent one and|
very helpful in our present study. fThe differences reflect
the experience gained in the last eight years and the
changes that have occurred in our business environment.

I believe that this study provided us with an
important opportunity to reflect upon ourrknowledge of

enhanced oil recovery and to document the contribution it

can make to the nation's energy fdture, ‘And as you examine

the report you will find that all of the results and
cohclusions are fully supported in the chapters and in the
aprendices.

And before addressing ény of your questions or
comments, I would like té have  the lights cﬁme on and
recognize members of the EOR Coordinating Subcommitteé who
had leadership roles in the study. Se;;ral are here today.
And I would like to have them rise as I call their names.

First, the big chief of the subcommittee, who
really has done a yeoman's job in this report, Buck Curtis
and his two helpers from Conoco, John Bdhanbn_—— John's
5ack of the room -- and also Bill‘Stewart.

And we have with us this morning John Mim, who

was Chairman of the Chemical Task Force from Phillips.
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Where's John? Over here.
And also Frank Roehle. This study took so long
to complete that 0. E. Van Meter, from Mbbil, who was in

charge of the Miscible Replacement Task Force, retired,

| and Frank Roehle replaced him as a member of the group.

There are a few others that are not present that
had very key roles that I would certainly like to recognize}
J. M. Tharp, who was Chairman of the Thermal Task Group;l
from Getty. Billy Burke, who was Cﬁairman of the Cost and
Ecoﬁomics Task Groﬁp, from Occidental. Hal Scott, who was
a member of the coordinating subcommittees and headed the
Environmental Working Group. He's President Emeritus of
the Florida Audubon Society. Joe King, who was Assistant
to the Chairman of the Thermal Task Group, from Getty.

And Peter Dole, Assistantnto the Chairman of the Chemical
Task Group; from Phillips.

| I-also want to express my appreciation to all of
these individuals and their organizations. As a matter of
fact, I asked this group to tellime juét about how much |
time was involved in putting this study together. And its
my understanding that they estimate it took about forty-
five manyears of effort to do the job. And; S0, you can
sée why I'm most appreciative of all the effort that's been
put into the work by these gentlemen, their companies, and

also members of the Department.
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We were privileged to have Bill Vaughan serve as
the Cémmittee's Government Co-Chairman, aﬁd Keith Frye,
who was the Go&ernment Sﬁbcommittee Co-Chairman. And we
want to thank them, and also the Secretary, for ail of the
heip that we received from the.stgff.

So, Mr. Chairman, the Committee believes that
the proposed report is excellent and is a suitable response
to the Secretary's request. The Commitﬁee recommends that
the report, with its transmittal letter, be approved by
the NPC, subject to final editing, and I so move.

CHAIRMAN MOSBACHER: Thank you, Ralph.

Do we have a second to that motion?

COUNCIL MEMBER: Second.

CHAIﬁMAN MQSBACHER:. Before we vote on this or
have any further discussion, I think not only is the duty
but the pleasure of the Chair to thank you, your Committee,
Subcommittee, the Task Forces. Forty—five'man.years is a
staggering number. But I think the results that are going
to be, I think, a mark to shoot at in any further report
in a long. long time juétify this effort.

We thank each and every one of you for a
magnificent effort or for a report that I think will go
down in the annals of this organizétion, and for the
Secretary, and for the nation.

And I think the rest of us, before we even vote,
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can applaud all of you for the work; Thank y&u.

{Applause.)

VICE CHAIRMAN BAILEY: Bob, I would like to
point out that it is our belief that with the data base
that's now béing - haé_been assembled, and With the way
these fellows have structured the work, that it will be
very much easier, now, to update this report at future
times. All you have to do is crank in the new parameters
and it can be updated relatively simple, in a simple
fashion.

CHAIRMAN MOSBACHER: Well, thank you.

We have a m&ﬁion and we have a second. Is there
any discussion of this?

(No ;esponse.)

CHAIRMAN MOSBACHER: If not, may we have a vote
on the acceptance Qf the report on Enhanced 0il Recovery?
All in favor, please signify by saving aye.

{Chorus of ayes.)

CHAIRMAN MOSBACHER: And those opposed by saying
nay.

(No response.)

CHAIRMAN MOSBACHER: The aves have it. We thank
you again.

Now, we have another very important report of

the Committee on Petroleum Inventories and Storage
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Capacity, ably headed by Mr. Ted Bu;tis.
Ted.
MR. BURTIS: 'Thank you, Mr. Chairman.
Ladies and gentlemen, this study began with the

request, on November 3rd, of '82, of the Secretary of

Energy that' the Council update its report on Petroleum

Storage and Transportation.Capacities, which had last been
done in 1979.

tast'year, at the end of the year, this Committee
and the NP -- our Committee and the NWPC approved an interim
report that provided the Secretary with data on the primary|
distribution system., And the information which was in thgt
primary report is also a part of the final report.

This is the tenth in a series on the primary
system that the Council has prepared.for the Government
since 1948.

I would like to point out that'in the document
that you now have there have been some editorial changes
in the text from the interim repdrt, principally to ease
the integration of the new data into the final volume.

And also, since the interim report usea EIA preliminary
data, some of the figures have changed slightly to reflect
final EIA aata. But theée changes do not affect the
conclusions of the interim report.

We are here today to review the final report,
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which is the mést comprehensive exaﬁinatién of the .
country's petroleum storage and inventory capacities that
the Council has ever undertaken. | |

We'll look briefly at the organization of the
study. and, as background; the‘major-fiﬁdings of the |
interim report‘on the primary system beforeldiscussing the
new material, which is the'secondary and tgrtiary segments.

First, to refresh youf\memory, to assist the
Committee with this assignment, the Chairman appointed a
Coordinating Subcommittee and a Task Grggp; ﬁow, the Task
Group, which included representatives of the major oil
companies, as well as independent”refiners,markéters,
gasoline and distillate 5obbers, manufacturing companies,
academia, examined the secondary and the tertiary sysktem.

The Coordinating Subcommittee, which had rdughly
the same kind of representation, prepared the primary
system analysis and wés resPonsible for overseeing the
Task Groupjé work. |

Department of Energy appointed J. Eric Everid,
Administratér of EIA; Jimmy L. Peteréon, Director of the
Office of 0il and Gas of EIA; and James Diehl, Director
of the Data Quality Section of EIA's Petroleum Supply
Divisiog, to be the Government Co—éhairmen of the
Committée, the Coordinating Subcommiftee, and the Task

Force, respectively.

NEAL R. GROSS
COURT REPORTERS AND TRAMNSCRIBERS

1323 RHODE ISLAND AVENUE, N.W.




Ry

10

11

12
13
14
15
16
17
18
19
20
21
22

23

25

44

The Committee agreed to these threé p;incipal
objectives for the study of the primary system. And that
is to estimate mirnimum operating inventory leveis for
crude and principal refinedAprédﬁcts; to ahalyze the -
volumes of inventorytha; the system ﬁela on two éelected
dates, September 30th; *'82, March 31lst, '83; and to
determine the amount of storage capacity in the system.

‘Now, briefly, on the primary system. Is that 
in focus? Yeah. This slide'shows_the reéults of the
re-examination of the minimum operating inventory levels
estimated by the Council in '79 and in '83. Now, minimum
operating ihventory is defined as the inventory level
below which operating problems and shoftages would begin
to appear in a defined operatir_;g systemn. R And I add
parenthetically it -does not:mean that below this point
would come apart, but we would begin to see problems.

| The 1983 operating inventory estimates.are lower
than in 1979, érimarily bécause'réfineries and pipelines
and associated tankage have been taken out of the |
distribution system over that pefiod of time, principally
in-response to lower demand.

As in the two previous NPC estimates of minimum
operating_inventory levels, the ;83 estimates were
developed by a decision-making process in which inéividual

jﬁdgements were applied, based on operating experience and
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a considerable'amdunt of relevant statistical data.
In addition to the historical inventory data,

the Subcommittee considered the sum of individual company

of minimum ievélé. These data were coilected by a survey
as a part of the '83 survey of all holders of primary
inventories.

The other two objéctiVes of the primary system
analysis were to analyze actual inventories and to deter-
mine storage capacity. Those'data were reéorted extensive—
ly in the interim report, and I don't tﬁink we need to
present them separately today. .

In_the interim report, the Committee recommended
ana the NPC accepted and approved the recommendation that
the day's supply of inventory qalculations be :based on
ihvgntory above minimum operéting levels, iﬁstead of as
traditionally, ip the‘past, on total inventories, as shown
in this next slide.

Now, obviously -- well, this procedure results-
in what appears to be a drasticaily reduced number and
days of supply. It is, in facﬁ, a better measure of
available supplv and more uéeful for emerqehcy preparedness
planﬁing purposes. This apparentiy low number of days of
supply 6f minimum_should not be of concern in times of

normal operation. And I would add parenthetically I think
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you might look at these as rather boundary cases, in that

the traditional way .of figuring supply on total inventory

is a kind of going-out—-of-business case, in as much as
thpée inventories could not be realized without shutting
down the system;

‘On thHe other hand, the smaller number of days
simple represents the way é very complex but tightly
managed system dctually functions. And diéping below that
level, again I would emphasize, would be the signal of
some disruption, but local diéruptiong andlnot the
collapse. And we do believe that the sécond method is a
better representation of what truly happens.

Well, other topics were discussed in the interim
report and included in the final draft: our refinery.
utilization, the availability of naptha type jet fuel, the
impact of the strategic petroleum reserve on private
inventory levels, and éonsideration of the petroléum
futures market.

The study sought to gquantify the changes in
étock levels attribuéible to spare refinery capacity,
which allows refiners more fle#ibility to éhange product
vields seasonally. The results really were inadequate to
quantify the impact of spare refininé capacity on inven-
tory leﬁels. But the report states, as we believe;that the

spare refining capacity is a factor in the observed
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decrease in petroleum product inventory levels.

Because of the Strategic nature of naptha type
jgt fuel, stocks normally-in storage and stocks‘of com-
ponénts that would be immediatély made available as naptha
tvpe jet fuels were surveyed. And the survey results show
that on March 31, 1983, the normal stocks of naptha tyve
jet fuel could have been increased by more than half by '
blending jet fuel components in storage into finished jet
fuel.

Now, based on a fixed crude_rup,lof course, if
nothing else happened, this increase in the production of
jet fuel would cause a reduction in the availability of
a number of other products.

The survey also asked if the existence of the
SPR contributed to a decrease in private stock levels.
And, with only one exception from the respoﬁdents, the
response was that the.SPR did not impact private coﬁpany
decisions on level of inventories to be heid.

and, finally, a concern had been expressed that
in the event of a supply shortage some companies might
reiy on the futures market for supply only to find that
the wet barrels might not bg available. The.survey results
sﬁggest tﬁat, at least at this.tiﬁe, petroleum futures do
not havé a significant effect on the level of inventories

which are held at the primary level,
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That; in essence, is quick thumbnail of what ﬁas
in the interim report which you accepted. And now I'd like
to move on to the new material, which is the secondary and
the‘tertiary storage segment.

This is the firs£ time £hat these two systems
have been studied in very great detail by NPC. The
methodologies used in the étudy are described in detail
in Appendices X and L, I think it is, of the report. The
data reported are estimates based on the use of question-
n§ires, a large nunber of interviews,_thg ﬁse of large |
amounts of published data, judgement by the people who are
in the business, anq reviéw by a large number of trade
associations. And while the results are described as
éstimates, théy are the only system-wide information
available. And we believe that they are -- make a
significant contribution to better undérst;ndiﬁg éf the
functioning of the petroleum distribution system.

The analyses of ﬁhe secondary distribution system|
and tertiary storage segment present, for the first time,
éétimates of both storage capacity and inventory. And
these capaéities and inventories are estimated for March
31, 1983, to be consistent_with the time horizon of the
primary system.

| The secondary system is‘coﬁposed of two éegments,

the bulk plants and retail motor fuel outlets. For the.
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‘bulk plants, the storage capacity and inventory were

determined by a survey qf a stratified ran&om sample of
all the bulk plants in the United States. The primary
source for thg survey sample was EIA's extensive list of
bulk-plant operators. And thé éurvey responses were
forwarded to Price, Wéterhouse for tabulation in order to
maintain the confidentiality of individual company data.

The survey was designed to determine four things.
First, the total capacity for_selected products in bulk
plants on the March 31lst date. Second, thé amount of motor
gasoline and distillate storagé that was switchable between
the two products. Third, the total level of inventory of
gelected refined products in bulk planﬁs, as of the same
date. And, finaliy, again, thé impact, if any, of the
futures market on inventoriés and storage capacities in
the bulk plants.

| The product§ covered by the survev were motor

gasoline, kerosene, distillate fuel oil, and residual fuel.

The survey covered fifty States and the District
of Columbia, but excluded all U.S. Territories aﬁd
Possessions and the Hawaiian Foreign Trade Zone. And
storage of motor gasoline at retail 6utlets-was excluded
from the survey.

There were two thousand and_eighty—eighf

companies surveyed, and we had a fifty-five percent
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response.

Now, the results of the survéy indicated that
fhere are eighteen thousand bﬁlk plant operators in the
U!S;, with a total storage qapécity of sixty-eight-and-a-
half millioﬁ barrels, and inventdfies, as of that date, of
ﬁwenty million barrels of product on hand.

As in the primarf system, the bulk plant oper-’
ators were also asked about their participation in the
futures markets. And the respondents indicated that,
aéain,rat this time} the petroleum futurgsldo not signifi-
cantly affect théir 1eVei of inventories.

| The retail systém. The number of retail outlets
was determined by uSing'several sources, both public and
private, and the estimate,‘finaily, is a result of a .
donseﬁsus of looking at theé;.?arious sources. First of
all, the telephone survey of representatives of the
industry and trade associations was conducted.‘ And this
included contact with some two hundred and eleven firms
or associations. This survey formed the basis of estimates
of total retail outlets in four categories, major metro-
politan and rural area service stations, convenience
stores, and other small outlets, such as, automobile
agencies or iﬁplement dealers.

And the results of that survey indicated that

there are a total of two hundred and seven thousand,lsix
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hundred retail outlets in the U.S., with a total storage
capacity of eighty-six million barrels. |

Now, in September of '83, Lundberg Associates
pﬁblished the results of a study thevy had conducted to
determine the totai '82.retaii 6utlet count. And théir
study indicated that there were twé hundred and eleven
thousand retail outlets, but did not address the issue of
storage capacity.

And there was also-éxamined —— was a study
conduéted by Marketing Corporétions qﬁ Amefica. And this
study was based on a lot of interviews Qith oil company
representatives, reportslﬁrepared by tank manufacturers,
research on a lot of published articles, and review of
Federal and State data.

Putting them altogether, after looking at them,

three sets of data developed by individual methods, and

the judgerﬁent was reaéhed that there ére approximately
two hundred and ten thousand U.S. motor fuei retail outlets
at year end in 1982.
| The averagé storage capacity per outlet was
estimated to be sixteen thousaﬁd, eight hundred gallons
per retail outlet.

Based on the estimated number of retail butlets;
we concipded that the total storage capacity at retail

motor fuel outlets was about eighty-four million barrels
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on March 31. And this is very closé'to the eighty-six
million, obviously, from the original survey.

The average inventory contained in retail outlets
in the United States was estimétéd to be thirty-three
percent of available storage caﬁacity, or about, as sﬁown
here, twenty-eight million_barrels. This estimate is based
on the telephone survey, on the conversations wifh a number
of company representatives on the Coordihating Subcommittee
which indicated that normalrinventories vary through a
range of approximately thirty to forty-five_percent.
| Now, diésel fugl and keroséne:occupy some part
of a motor fuel outlet's storage.‘ It is believed that the
amount dedicated to kerosene--is quite insignificaﬁt. But
diesel fuel storage is greatef;-and is estimated to occupy
a§proximately six percent of the retail outlet's storage
capacity.

50, we add up the bulk plants and the retail
outlets. We have a tétal storage capacity in the secondary
system of a hundred and fifty-three million barrels, and
inventories in place on March 31 of forty-eight million.

Now, the next Elide restates these totals in
terms of the major fuel products in the seccndary system.
And, as one woula e#pect, motor gasoline is the pripcipal

product.

Now, to move on to the tertiary segment. In orden
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to determine total Storage and inventories in the tertiary
segment, seven sectars were defined, and differént specific
methodologies were developed for oaoh of them. And these
are the seven éectors.

For each one of them, published data were used,
where they were available. If the data were insufficient,
estimates of storage capacity were made by using a variety
of inventories, and judgements, and discuséions with people
in the business, with the sector representatives.

I'11 go on, now, to'review the results of tﬁe
éthdy by sector and highlight, and highiight-ého changes
that have occurred sincelthe Council's last inventory and
storage étudy of '79, where this issue was deait with, but
not in such detail. And vou can look for the methodologies
in the book. |

The agricultural-sector is defined to include
.all farms, and ranches; and similar entities in the United
States. Petroleum Storagerfor this sector includes motor
gasoline and disel fuel osed in vehicles and equipment;
distillate fuel for residential heating on the farms is
‘included in the residential sector analysis.

Over a_long period of time there has been a trend
toward fewer, thoﬁgh higher, aoreage farms in the coﬁn£ry.
Between 1978 and '82, however, the number of farms and

the total acreage devoted to agriculture has remained
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pretty constanf.

Between '78 and 'Bé, the number of farms remained
at1approximately 2.4 million. The average farm size was
about four hundred and thirty acres.

Now, 1argér farms have lower petroleuﬁ storage’
capacity per acre thaﬁ the smaller farms, and, therefore,
the long-term trend toward fewer and larger farms would
suggest a reduction in storage.' However, because of the
1973 and '79 supply disruptibns, this trend has flattened,
and farmers appear to have increased sto;aée. Consequntly
storage capacity is not perceiﬁed to have chénged signifi-
cantly since '78.

Consumption of-petroleum by the agricultural
gsector tends, ﬁnderstandly, to be lower in the wintérland
higher during the planting and harvesting seasons, and
agricultural inventories reflect this.

Storage éapacity and inventories in the agricul-
tural sector are estimated, in the report, to be about
forty-one million barrels and fourteen million barrels,
respectively.

Now, the commercial sector is defined to include
the storage capacity and thé.inventory necéssary for
heating requirements of commerciai establishments, such as|
office Buildings, nursing homes, banks, shopping centers,

real estate offices, whatever} and apartment complexes wit}
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more than four residential units. It excludes commercial
ﬁranspo;tation,-resideng}al heating, industrial‘manufactur-
ing facilities, and public schools, which are covered in
other sectors. ’

Between '%8 and '83, ﬁhe commercial sector has
been affected by a great many different trends, certainly
by the six percent increasé in the real GNP over that
period of time, the increase in the number of large shop-
ping centers, and tﬁe trend away from oil heating. How-
ever, it is estimated that thé.tankage capécity and the
6il inventory exhibited no significant Ehange over the
period.

So, the storage capacities and inventories in
the commercial section are estimated to be thirty-seven
million ﬁarrels and eight million, respectively.

The next sector is the electric utility, which
is defined to include'storage capacity and invenﬁory of
distillates and residuél fﬁel at electric utility plants.
Fuel switching in the utility industry has reduced that
sector's oil demand by sixty percent from 1978 to 1982.
But oil inventories at electric utilities have not dropped
over that period of time. Many utilities have céntinued
to maintain large inventories as a supplement to their
prime sﬁpply or to meet peak shaving demands.

Accordingly, it.is.concluded that the storage
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capacity has remained eséentially the same since 1978, ‘and
that very little tankage has been taken out of-service.

So, the storage capacities and inventories in
the'utility industry are es?imétéd to be two hundred and
thirteen-millién barrels of capacity and ninety—éne million
in place.

The next sector, the industrial sector, includeés
plants and factories, but excludes retail and service
enterprises, which are in the commercial sector.

For this study's purpose, petrqléum refinersrand
electric utilities are not included in the industrial
sector, since fuel for refinery use is part of the primar&
system, and we'vé already talked about the electric
utility.

Industries maintain storage and inventory forr
space Or process heating, to power machinery, and, in some
cases, most notaply in.the chemical induétry, of course, to
provide raw materials for manufacturing. The products
covered in this study, motor gasoline, kerosene, distillate
fuel, and residual, account for approximately twénty
percent, on a BTU basis, of total industrial petroleum
use.

The reraining eighty percent includes such non-
fuel préducts as petrochemical feed stocks, LPG, asphalt,

and lube oils.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS

1323 RHODE ISLAND AVENUE, N.W.

o 2840 A CFLIILRI AW el P & -




10
11
12
13
14
15
16
17
18
19
20
21
22

23

25

57

It shéuld be pointed out that én increase in
demand for these feed stocks will work its way thréugh as
a reduction in the availability of blending components for
otﬁer 0il products. '

Of the products in.thé study, kerosene,'and
distiallate, and residual oils ac&ount for ninety-nine
percent of the industrial storage capacity and inventory.
Small amounts of gasoline are'held for such purposes as
fueling small machinery and generators.

In the industrial sector theré_is a agreat deal
of sto?age capacity relative to current demand. Industrial
petroleum demand declined from '78 to '82, And while some
éf this decrease stems from plant closings in eneragy
intensive industry, much is tﬁeresult of intensive
conservation efforts and fuei switching. ’

However, additional tankage was installed during
this'period, as a result, #uring those times, as a concern
over security of supply.' And, so, because of these off-
setting factors, here, again, it's indicated that the
éctual storage capacity has not changed significantly since
178.

In the short tun, inven;ories exhibit a close
:relationship to demand. Ahd reduced petroléum demand in -
the industrial'sectbr, together'with‘the perceptioﬁ of

relative security of petroleum supply, supports the
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conclusion that the stocks are lower than in '78. And,

so, accordingly, in.the industrial sector, the capacity

and inyentories are estimated to be sixty-one milLion
barrels and seventeen million barrels, respectively.

The next ségment, military and government,
includes Federal, State, and local governments, and all
branch of the U.S. military iocated in the United States.

It's estimated that there are fifty-six million
barrels of storage capacity in this sector and that
inventories total twenty—threé miiliqn barfels. Thirty—
nine million barrels of the capacity is-held by the U.S.
military. And this reported capacity‘includes storage
held by both the Defense Fuel Supply Centér and the
Armed Forcés, branches of the Armed Forces themselves,

The trend in U.S.‘miiitary storage represents‘a
reduction of about five percent, or two million barrels,
between '78 and '83. And mainly this reduction reflects
the closing of some military establishments.

Of the remaining military-government storage,
twelve million barrels represents local government
capacity for heating schools and municipal buildings, and
for fueling police cars and other vehicles.- State and
Federal Goverﬁment storage capacity is four million barrels
for heating fuel and two million for transportatioﬁ fuels.

Based on the '83 analysis, there.appeafs not to
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have been any substantial change in storage capacity during

-

the last five years.

| The residéntial sector, the storage includes
tankagerfor-single family hqmeé}—including farm houses;
multi~-familv dwellings of up tohfour‘units; Storage for
the large apartments, you'll recall, is included in the
commercial sector.

Total residential fuel consumption has declined
between '78 and '82. A number of factors are a part of
this. Conservation by consumers, conversioﬂ from oil to
gas or other energy sources are the most significant
factors. More efficient burners,‘added insulation, lowered
thermostat, and supplemehtary-fuel sources, such as, wood
stoves or the-non—vented kerosene heaters, have all
contributed to reduced oil consumption.

As of March 31, '83, an estimated 15.4 million
barrels -- million household units were heated with oil,
and about two million use oil as a suppiement to some
other system, as, fb; example, a heat pump.

It's estimated that there are approximately
twelve million fuel storage tanks in the residential
sector. Now, the apparent inconsistency with the estimate
of 15.4 million household units being heated is due to the
fact thét the small, multi—family'units included iﬁ this

sector, four units or less, many of these units share a
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single fuel oil‘fank.

Residential storage tanks range anywhgre from
fifty-five gallon drums to two thousand gallon tanks. But
most of them are in the tra@itioﬂal two hundred and fifty
to eight hundred gallon range. ‘

| As of March.31, '83, the average was three =
hundred and sixty gallons per tank. And this is essential-
ly the same, I think, as the '79 estimate, which was
three hundred and ninety.

So, putting it all together, thelstorage capacity
and inventories in the residenﬁial section are estimafed'to'
be a hundred million barrels and fifty-five million barrels
éf.inventory in place.

The'last segment in-the_tertiary sector,
trahsportation} includes fiied storage for ;ailroad, bus, -
truck, aviation, marine; and takicab fleets, as we;l as
on board storage for fuel cdnsﬁmed in these vehicles and
private automobiles.

Now, for this study, the payload storage cépacity
of vehicles that transport petroleum, such as, tank trucks;
or tank cars, or barges, is excluded, because these are
transportation'media and do not really constitute storage
for end usé by theltransportation sectof.

Each element of the transporation sectoriis

senstitive to overall economic conditions.. In common with
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most tertiary étorage sectors, the tranéportation sector
has tended to increase %ts fixed storage, as a response to _
the subply uncertainties over the last decade. And while

‘concern over security has eased in receﬁ£ years, the tank

capabitf has not been taken-out of service.

On ‘board storage in tanks, in cars, and trucks,
which was estimated to be seventy-seven million barrels in
the '79 study, increased to ninety million barrels in '83.
The increase is primarily the result in the total -- in-
crease in the total number of'vehiclgs,fan& particularly
medium—siééd trucks. |

The total of storage capacity in the transporta-
tion sector is estimated to Ee a hundred and thirty-four
million barrels, total inventéry of sixty-one million.

Sumﬁing them all dp;:we each a total estimated
storage capacity in this tertiary_segment of six hundred
and forty-two million barreis, and an inventpfy.ektimate
in place of two hundred and sixty-nine million barrels,

The next slide, then, restates thesé same
figqures by product. I won't comment further. You can draw
your conclusions there. But the obvious thing is that the
fuels, the distillate fuel and the reside-rseem to consti~- .
tute the largest storage capacity and feally the largest
in place inventories.

A section in the-report entitled "Systems
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ﬁynamics“ summarizes the estimated total storage capacities
and inventories, and also looks into the interrelationship
between the primary, the secondarj, and the tertiary
secfors. '

Andlthis next'slide summarizes the storage
capacity and iﬁventories by product and by system. And
here we wrap up the entire set of data. It's a busy slide,
and I won't go through all of it. But I would call youf
attention to the differences‘between‘capacities and
inventories. Partiéularly note, on the top line, the
figures for gasoline, because i'm gbing to use gasoline as
an example in the following discussion. |

The secondary énd tertiary segments act as a
buffer between the principél inventories and the end users.
Andlundér normal conditions these invehtories represent a
substantial safety cushion for each product, in addition to
that érovidéd by the primary inventories.

The cushion is difficult to quantify, .though,
because it was really not possible to determine minimum
opefating inventories for the secondary and the fertiary
syétems. The concept of minimum operating inventories as
applied to the tertiary. is somewhat different from that
as applied to the secondar?_ér the.primary system.

Nevertheless, some minimum volume of inventory

is necessarv to keep the tertiary segment operating. Each
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of you make-a minimum operating inventory decision every
time you step into your_automobile. And that's what this
is, in part, dealing with.

It ié believed that the minimum operating in;
ven£dry for a given product in the secondary and tertiary
system is a smaller fraction of capacity than in the
primary Because there is léss unavailable inventory, as,
for example, pipeline fill,-and, also, the size of the
receipts and deliveries of the product is considerébly
smaller than in the primary system.

’ Now, for an example, to demonstrate the dynamic.“
nature of the system, this illustration has been developed
and it is just an illustration, using motor gasline.

In this illustration, the minimum operating
inventories for gasoline in the secondary retail fuel and
the tertiary sections are assumed to be about twenty
percent of capacity. The figures show an additional -
cushion of fifteen millionrbarrels of gasoline in the
secbndary system and twenty-two million barrels of gasoline
in the tertiary, additional to that in the primary system.

In this example, the combined secondary and
tertiary inventories above the minimum'are greater than
thé twenty-three million barrels of cushion provided, if
you'll recall, in the prima;y systeﬁ.

Now, it ought to be recognized that there is
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less flexibility in the secondary and tertiary systems to
redirecf products to other consumers or other geographic‘
areas.

Normally, inﬁentoyies in the secondary system and
the'tértiary respfesent'additional &olcmes that can be used
to maintain a continucus supply of products. That's why
they're there..

However, circumstances such as the expectation of
a large price increase or crUde 0il shortage can cause
very rapid increases in call for producc‘acd, therefore,
have the potential for disrupting the aistrubtion systém.

Using the gasoline data in this illustration, a
iapid increase in product call by the tertiary segment to
£ill it's sixcy—one million bsfrels of unused capacity
could ;rain both the secondsry.system of its fifteen
million barrels of stocks above the minimum and the
primary system of its twenty-three million.

Now, obviously, a surge in call by the secondary
system could also ‘then drain the primary system of its -
supply.

Well, this is not a scare scenario. In consid-
ering the implications, several factors ought to be kept
in mind, which would tend to mitigate this kind of situa-
tion. First of all, demand surge, if that were to.occur,

is not a consumption surge. It would simply be a transfer
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of products from the primary system to the secondary and/or

- to the tertiary. And, secondly, holders of secondary and

tertiary inventories would not necessarily or even 1ikely.
experience a démand surge for all products in all geo-
graphic areas and all at thé same'timé, ”

For example, seasonality of product demand would
probably -- well, logicallf result in less of a demand
surge for heating oil in the spring than if it occurred in
the fall.

Many electric utiliiies andfinduétrial users have
bii storage, but.burn naturél gas, and Qéuld not necessari-
ly want to fill their storage tanks as long as gas was |
available.

And, third, of course, refiners continue to
réplinish the system. In addition, spare refining
capacity, estimated at about one to two million barrels a
day, is there. And that, together with yield flexibility,
makes it possible, in may cases, rather quickly to increasg
production of finished products in response to a demand
surge.

The crude o0il cushion above minimdm'operating
inventory in the primary suggésts a capacity for rapid
reéponse of this capacity.

and, finally, space must‘bé reserved fér tank

tops, and safety allowances, and operating flexibility,
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which do vary b§ sector. So; the:eforé,.filling the entire
shell capacity is imposs}ble, and the unﬁsed capacity would
have to be discounted by some amount.

The data resulting from this study define the
inventories and the storage capacities as of a specific
date, March 31, '83. Inventories, dOubtless,‘have changéd
and will continue to do so as the system reacts to varia-
tions in supply and demand, prices, and, of course, there
is a seasonal variation. And this should be considered as
one evaluates the studf. |

The-petroleum distribution systems are complex,
integrated network of production, refining, storage,
fran5portation facilities that supply products all acroés
the éountry. The systems arerflekible and dynamic. They
change to meet different suﬁpi§ situations and demand
requires.

And as has ﬁeen demonstrated over manj years,
this capability has enabled the industry to minimize the
effects of supply-disruption.

Much more detai; regarding many of these find-
ings and conclusions is found in the draft.

Oon behalf of the Committee, I woﬁld like to
reéognize the extremely dedicated efforts of the Coordin-
ating Subcommittee and the Task Force. I didn't have the

courage to ask Warren how many manyears were in here, as
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Ralph did, and maybe I don't want to know. But I do know

‘ that many hours of analysis and lots of hard work have been

-

distilled into this draft report that's in front of you.

| I want also to pay -- make particular mention and
thank the EAI-representativéé, who-were very much a part'of
the process and made a major contribution.

Mr., Chairman, this concludes my presentation.
And I would like to move the adoption of this rgport by
the National Petroleum Council. ’

CHAIRMAN MOSBACHER:' We have the motion. May
we have a second. - .

COUNCIL MEMBER: Second.

CHATRMAN MOSBACHER: Ted, once again, our thanks
to you for an excellent job, t6 your Committee, Subcop—
mitteé, and Yqu Task Force. It's, as-vou well know, not
only a superb repért, but. one ﬁhat is particularly timely
now with the emergency preparedness, the Middle East
problems, and-thé nationai security involved.

So we have a motion. 1It's been seconded. Is
.there any discussion?

{(No response.)

CHAIRMAN MOSBACHER: All those in favor of
accepting this report please designate by saying aye.

{Chorus of ayes.)
CHAIRMAN MOSBACHER: Those opposed by saying
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not.

(No response.)_

CHAIRMAN MOSBACHER: Thank you.

Mr, Secretary, I pelieve, if you would, you had
a comment you'd like to»make.at this point.

SECRETARY HODEL: I asked Bob if I could just
have a moment because I Qanted to express my appreciation,
having watched these two reports, to Ralph, and to Ted,
and to all of the people for these'studiés which are going
to serve as benchmarks in a whole host of Qays. And it
iilustrates that volunteerism is not deéd in America,
that there's a tremendous ability in the nation, with the
professional expertise and talent that we have, to develop
reports which T don't think the Federal Government could
evef develop. |

And I wanted to ﬁoint out to people that the
daté that was obtained here was obtained voluntarily
without Government coersion. And if you happen to be
talking to your Senatoré-or Congressmen, don't hesitate
to make that point. We need toikeep preséing thét poinf.
There's a tremendous ability of this system to work, if
we'll permit it to work. |

| To me, the report that Ted just finished
evidences that the most serious problem we will face in

the early days following some kind of perceived
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interruption of supply is panic.. If consumers panic, it

| docesn't take a slide rule or a calculator to tell you that

-

there's plenty of tertiary capacity to absorb all of the
séccndary capacity in a few hours. But if we can get
that message across tclAmericans, so that we do not reac£
in a panicky fashion.

What this also suggests to me is that there's an
enormous resource base there which is available tq continue
an adequate supply for a considerable period of time.

Once again, i just Qanted to take this opportuni-|
ty to thank all of you in the National fétroleum Coﬁncil,
and particularly those who have worked so diligently on
these two very important studies. I thank you not only for
me, but I thank you for all Americans apd people all over
the world who will benefit from the work you've just
adopted here today.

Thank you very, very much.

(Applause.)

CHAIRMAN MOSBACHER: Thank you, Mr. Secretary.
And I think perhaps fou already know, Mr. Secreta;y, thét
these reports, and particularlj the new tertiary report -
that had never been attempted in this‘area before, colld
not have been done without the cooberation of you, and
your stéff, and the many people at DOE who worked very

hard, with the industry, to make this possible. S0 we
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thank you.
| We now héve come to the new area on progress.
And I am delighted that we have the Strategic Petroleum
Reserve study underway, Mr._Seérefary.
.And, Mf. Bill Douce, iflyou‘will_give us a
progess report on this, as_Chairman, plgase.

MR, DOUCE: Thank you, Mr. Chairman.

Ladies and gentlemen, late last year, Secretary
of Energy Don Hodel requested the ﬁational Petroleum
Copncil to study various aspects of thelétrategic
petroleum reserve. In a separate request, the Secretary
also asked the Council to examine worldwide tanker trends
in the time fraﬁe from the present to the year 1990.

As you may recall, tﬁis second request asked
séecial consideration oflthe availability of tankers for
any possible draw down and distribution of SPR stocks.

The Council agree, at the last meeting, to
consider these topics jointly and undertake a study of the
strategic petroleum reserve.

: f-fAreaslof.conCern'expressed by the Secretary
inéluded the types of crude that are stored in the SPR,
the'capabilities to transport the oil from the SPR* |
stoarage sites to refineries, and long-term availability
and movement patterns of tankefé_woridwide, with
particular interes£ in the availability of tankers for

NEAL R. GROSS |

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVENUE, N. W,




10

Y

12

13

14

15 .

16

17

18

19

20

21

22

24

25

71
movements of SPR oil.

In addition, Ehe Secretary asked the Council to
look at any other aspects of the government-industry re-
lationship wherein the Council ‘believes changes in our |
current plans for.SPR diStribdtion'and comppgition would
be warranted.

In order to assist the Council in responding to
the Secretary's request, Chairman Mosbacher,_on March 9th,
1984, appéinted tye Committee on Strategic Petroleum
Reserve. Our Committeé is chérged wiFh conducting a study
that will result in a comprehensive‘repéft examining the
physical and logistical aspects of the SPR and its dis-
tribution during an emergency.

At our first meeting, we established the follow-
ing o6rganizational structure to assist in conducting the |
study: A Coordinating Subcommittee and fouf Task Groups
to Eover the major categories of the study effort. The
Task Groups are:- an SPR Facilities Task Group, a Dis-
tributioﬁ Task Group, a Marine Task Group, and a Refineries
Task Group.

I'm pleased to note the outstanding support we
have received from the other Council members as we have
staffed these study groﬁps.

In defining the séope of the study, the Committeé
determined that i£ was necessary to examine, one, the
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operational capability of the SPR facilities; secondly, the|

{l ability of the overland and marine distribution systems to

-

deliver SPR crude; and, last, the capability of the refin-
ing system to process SPR cruderoil into products, given
the proﬁected crudes available frbm_the SPR.

The Committee decided that regulatory and policy
implications will be examiﬁed only as they directly impact
the distribution of SPR oil.

The Coordinating Committee is directing the work
of the four Task Groups and will integrate the results into
a draft report. Each Task Group willlcéﬁsiderta number of
factors in dealing with its ass;gnment.

The SPR Facilities Task Group has the responsi-
bility for identifying the capabilities and réliability of
individual sites and the system as a whole to deliver
crude oil in the event of an emérgency. The Task Group
wili also examine the batching flexibility and metering
requirements of Ehe system-as well as security require-
ments.

The Distribution Task Group is responsible for
assessing the overland. crude transportation systems that
could be used for SPR oil distribution, including the
identification of capacitieé, current through-puts énd'
flexibility of these systems.

Additional areas of_responsibility include an
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examination of the standard sales positions and the fole
of exchange agreements %p the distribution of SPR oil.

The Marine Task Group is charged with assessing
ﬁhe supply of évailable U.S. and foreign flag bottoms,
identifying current and.projectéd trade routes, volumes,
and associatéd vesselrrequirements, and examining docking,
berthing, and deballasting facilities.

The Task Group will also identify any regqgulatory
changes which might be required during an emergency for
the distribution of SPR oil.

) The Refineries Task Group is-¥ésponsible for
grouping refineries into geographical crude demand centers,
determining current and project crude mixes, refinery
capabilities, and product slatés, and analyzing the suit-
ability of SPR crudes to meet projected demand.

I'm pleased to réport that since ﬁhe initial
meeting of thé Committee a great deal of progress has been
made by the study groups.

As the basis for our analysis, the Coordinating
Subcommitiee has identified £wo distinct disruption
scenarios. They are, one, a disruption of crude and
product imports into PADD's one through foui, with a
static situation in PADD fife; and, secondly,-a disruption
of Alaskan crude supply with continued crude and‘product
imports fo all PADD's. |
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The scenarios will be Qxamined.for 1990, as it
represents the year in which the planned maximuh SPR fill
and draw down capabilities will be achieved.

' The system will be tested for the maximuﬁ pro-
jected drawn down capabilit% of four and a half million
barrels_per day. Other sensitivity cases will be examined
as needed.

The SPR Facilities Task Group has inspected all
of the SPR sites in order to assess-their maintenance and
operational practices.

The otherﬁTask Groups have de?éloped methodolo-
gies for for assessing both the SPR and industry's capa-
bilities of meeting demand during an émergency.

A coordinated data base establishing current
crude and product logistics'aﬁd supply-demand balances is
being developed. Projections will be made for a 1990
non-disrupted case from which the disruption scéanrios
will be developed and the‘SPR system tested.

An ambitious study schedule, thanks to the whip
of our slave-driver Chairman over here, has been proposed.

It provides for completion of our study by the end of the

year. The schedule calls for various meetings and work

sessions of the Subcommittee and Task Groups throughout
the summer and fall of this year. The Committee will meet

as necessary during this time to review the progress of the
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study groups, ahd'will then meet in Noveﬁber to consider a
final report for submisgion to the National Petroleum
Council.

Mr. Chairman, that cdpdludes my Committee's
progress report; And i’ll be glad to try to anéwer any
questions that the grbup might have.

CHAIRMAN MOSBACHER: Well, you're obviously off
to an excellent start, and done a lot of hard work, despite
the fact that I've had a totally laissez-faire attitude
about this. You've taken the'balllbgautifﬁlly, Bill.

Thank yod. | | |

There's no formal motion reqﬁired on this. But,
as Bill Douece has said, he'd be glad to hear either now or,
I assume, at a later date thoﬁghts or questions. So, are
there any? :

(No response.)

CHAIﬁMAN MbSBACHER: Thank you very much, Bill.
And we appreciate your efforts, and what you have done,
and wha£ you are doing, and what vou continue to do. In.
line with this and the fact that we expected this probably
will be completed in November, we should now, perhaps,
plan for our ne#t meeting. And héving checked with the
Secfetary and some others, we will Eeﬁatively call for
the next meeting of the National Petroleum Council.to be

on December 12th. So, if you'll mark that in your
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caiendars,'we'a appréciate it.

We will, of course, confirm this with you later
in the year.

Now, we turn to the ddministrative matters. And
the first repdrt is a report of the Agenda Committee, ably
chaired by Mr. A.V. Jones.

A.V., m;y we havé your report, please?

MR. JONES: Thank you, Mr. Chairman.

Ladies and gentlement of the National Petroleum
Council, as he stated earlier'this mo;ning; Secretary Hodel
has requested that the National Petroleﬁm Council advise a
recommendation on factors affecting the domestic refining
in the 1985-1990 time frame. A copy of his request letter,
dated June 20th, 1984, is in .the Council member information|-
packeté'that you have this morn;ng. Additional copies of
this request will be made available outside the room
following the meeting.

‘The Secretary requests the Council to update
previous Council refining studies and evaluate future
fefining operation aﬂd the industry's,abiiity to meet
demand for petroleum products. Specifically, the letter-
requests the Council to address the following issues:
Refining capacity changes refleétihg announced refinery
clqsing; various bottlenecks, and additions. Refinerv

input changes, including projected domestic and imported
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crude oil mixeé. Réfinery flexibility to meet the changes
in refined products mix. The projected role of the‘small
regional refineries, énd related environmental and
régﬁlatory issues. '

Pursﬁant to Sécﬁion 7-lrof the articles of
organization of the Céuncil, this réquest was referred to
the Agenda C0mmittee for consideration as‘to whether the.
request is proper, and advisablé, and for the Committee to
undexrtake.

In considération of this request, the Agenda
Committeee made the following observations. Tﬁe Council
had conducted a number_of refining studies in the past,
with the most recent oné‘being completed in 1980. That
study, entitled. "Refinery Flexibility,“r was baseq primarily
on 1978 data. Since then there has been é significant
change in both the domestic_and foreign refining indusﬁires

Mr. Chairman, the Agenda Committee finds that
this request was proper and advisable for the Council
qonsideration and recommends éhat the Council agree to
undertake the study of U.S. refining trends.

This is the report of the Agenda Committee. And
I mové that it be adopted by the membership of the National
Petroleum Council.

COUNCIL MEMBER:. Second the motion.

CHAIRMAN -MOSBACHER: Thank vou.
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The motion has been made and seconded. Is there
any discussion? .

(No response.)

CHAIRMAN MOSBACHER: If not, those in favor

pledse signify by saying aye.

(Chorus of ayes.)

CHATIRMAN MOSBACHER: Opposed, no.

(No response.)

CHATRMAN MOSBACHER: Thank you, A.V.

Now, we move to_the-report gf £hé Finance Commit-
fe;, which met yesterday also, and‘whicﬁ voints up that
all of you on this Council support the Ngtional Petroleum
Council efforts in:tﬁo ways; Orie is -- you have heard
and seen so eloguently presentéd —-— is the time and efforts
of the pérsonnel of the company members -and the individual
members here. And the othér,fof cdurse; is the fiscal
help which allows these studies to be garried forward.

And our Chairman and Chairman for many years of
the Finance Committee, Mr. John Phillips, would you give
the report, please?

MR. PHILLIPS: The Finance Committee met yéster—
daf to examine the financial status of the Council. At
our meeting, we reviewed the calendar year l983 financial

statements with representatives.of Arthur Young and Com-

pany, the Council's independent outside auditors.
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I'm pleased to report that the-financial position
of the Council is sound,. and the accounting confrols and
procedures received excellent marks.

We then diecussed_a revised budget for calendar
yeer 1984. At out last meeting, you approved'a budget of
one million, nine hunared forty-£five thousandAdollars,
which included funds to complete the two studies which you
-- were submitted to you for approval today, to undertake
the strategic petroleum resefve study, on which vou heard
a progress report, and to complete the ;enevation of the
offices,

After reviewing 1984 expenditures to date and
looking at projections for the remainder of the year, we
are recemmending that this budget be reduced by thirty-~
seven thousand dollars to oﬂe million, niﬁerhundred eight
thousand dollars.

The Committee also discussed recommended contri-
bution levels for the fiscal yeer 1684-85. Over the last
four years, we have held the contributions at the same
level for two years, reduced theﬁ two years, ten percent
each. This year, we have reluctantly concluded-that in °
light of the uncertainty of the scope of the newlstudy,
which A.V, jones just spoke to you about, as well as the
way in which consolidation within our. industry may—affect

our memberships, we must recommend a modest ten percent
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increase-for thé fiscal year 19853

Accordingly, ﬂf. Chairman, the Finance Committee
recommends that the Council approve a revised calendar
year budget for 1984 in the amount of one million, nine
hundred eight thousand dollérs, the mémber conﬁributions
be increased by ten percent, and that additional expendi-
tures-be made from the confingency fund as necessary, that
Arthur Young and Company continue as our finéncial, inde-
pendent, public accountants for the examination of the 1984
financial statements, and I 56 mové tbese éctions, Mr.
Chairman. |

COUNCIL MEMBER: Second.

CHATRMAN. MOSBACHER: Thank yoéu.

The motion has beenrmaae and seconded. Is there
any further discussion?_

(No response.)

GHAIRMAN MOSBACHER: Those in favor please
signify by saying aye.

(Chorus .of ayes.)

CHAIRMAN MOSBACHER: Opposed, nay.

(No response.)

CHAIRMAN MOSBACHER: Thank you, John, for vour
continuing good work as Chairman of this Committee, and
thank you, each and every one, for YOPI agreement to

continue support of the National Petroleum Council.
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We now have the report of the Xominating Commit-
tee. Its Chairman is hq;e, Mr. Bob Anderson.

Bob, may we have your report, please, sir?

MR, ANDERSON: Mr. Sécretary, members of the
Cbuncil, the Nominating-Committee of the National Petroleum
Council met yesterday-and agreed on the following nomina-
tions for officers, and Chairman, and members of the Acgenda
and Appointment Committees of the Coupcil.

In view of his distinguiéhed service, we are
recommending Robert A. Mosbacﬁer to be reeiécted-as*
Cﬁ;irman, and Ralph Bailey, his very abie Vice Chairman,
also for reelection.

For the Agenda Committee, we nominate the
following: Bill Carl, John Carvey, Collis Chanderl, Ed Cox,
Cliff Garvin, Fred Hartley, John McKinley, Charley Murphy,
Dick O'Shields, and Al Whiﬁehouse, with A.V; Jones serving
as Chairman;-

For the Appointment Committee, we nominate the
following: Red Burtis, David Dorn; Jim Emison, Fred
Hamilton, John Haun, Jim E. Lee, Sid Petersen, Boone
Pickens, and Don Simmons, with Harold Hoopman serving as
Chairman.

Mr. Chairman, this completes the re?ort of the
Nominating Committee. And I move that the Council elect

the foregoing slate for 1984.
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.CHAIRﬁAN MOSBACHER: And thank'yéu, Mr. Andefson,
for your support and coqﬁinued good work, and pfomisé to
double both Mr. Bailey's and my salary this year --

MR, ANDERSON: We will. |

CHAIRMAN MOSBACHER: ;I\nd I speak for both of us.
when we accept with alacrity and appreciate the confidence.
Thank you, sir.

Is their a second to the motion?

COUNCIL MEMBER: Second.

CHAIRMAN MOSBACHER: Any discussion?

(No response.) |

CHAIRMAN MOSBACHER: Well, if there are no
hominations from the floor, we will now vote. Those in
favor please sigﬁify bf saying aye.

(Charus of ayes.) -

CHAIRMAN MOSBACHER: Opposed, nay.

(No response;)

MR. ANDERSON: Congratulations.

CHAIRMAN MOSBACHER: - Thank you. Thank you, sif.
Thank you.

(Applause.)

CHAIRMAN MOSBACHER: Now, is there any further
business that any member would like_to bring before the
Council?

{(No response.)
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CHAIR&AN MOSBACHER: If not, wé bring to a
conclusion this 87th meeting. And if there is a motion
for adjournment, we would entertain that.

COUNCIL MEMBER: So moved.

COUNCIL MEMBER: Second.

CHAIRMAN MOSBACHER: All in favor.

(Chorus of ayes.)

CHAIRMAN MOSBACHER: Opposed:-;

{No response.) |

CHAIRMAN MOSBACHER: Th;nklyou véry much. We
stand adjourned. | |

(Whereupon,

the meeting was adjourned at

1:15 p.m.)
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